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Tracking Turkey's policy shift

Capital Economics view (June 2024): Turkey's policy shift took a set back at the start of the year amid stronger-than-expected inflation
and a decline in foreign capital inflows, but the 500bp interest rate hike in March and passing of the local elections at the end of the
month have renewed investor optimism. A surge in capital inflows has helped to rebuild the central bank's FX reserves in recent months
and the lira has been remarkably stable.

The scale of the challenge to reduce Turkey's macro imbalances is large and will take years. Domestic demand is still too strong, the
budget deficit is far too wide and the current account deficit is adjusting only slowly. Still, the commitment among policymakers to
macro orthodoxy has given us reason for optimism and we think there's a case to take a positive view on the medium-term outlook. If
we're right that disinflation will soon set in, local currency bonds have the potential to deliver comparatively high returns among EMs
over the next couple of years and Turkey's sovereign risk premia could remain at low levels.

This webpage hosts our key research and analysis on Turkey's policy shift since May 2023. It includes a data dashboard of the most
important and timely indicators of Turkey's economy, our analysis of recent central bank meetings and key data releases, as well as a
table of our key economic and financial market forecasts.

ONLINE BRIEFING

EM Drop-In: Is Turkey’s policy shift the real deal?

Watch this 9th January briefing in which the economist team assesses whether this latest policy U-turn is sustainable.
Watch the briefing
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Data & Charts

Data: Turkey's policy shift

Explore this interactive dashboard showing the most important and timely variables to gauge whether Turkey’s policy shift is for real.
Explore the data

Turkey Election 2023

Is Turkey’s policy U-turn the real deal?

In this Focus we set out our thoughts on Turkey's policy shift so far, what more needs to be done and our forecasts for Turkish bonds and
equities over the next five years.

Read the in-depth report
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Emerging Europe Economics Update

Is Turkey losing external competitiveness?

Turkey’s economy has maintained strong external price competitiveness since the pandemic (mirrored by rapid export growth). But
measures of competitiveness have shown a noticeable decline in the past...
9th July 2024 · 4 mins read

Emerging Europe Economics Weekly
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Turkey FX reserves, CEE rebound, ECB starts easing

The rebound in Turkey’s FX reserves, with one key measure (net reserves excluding FX swaps) turning positive for the first time in four
years, is a necessary part of the policy shift underway and...
7th June 2024 · 6 mins read

Emerging Europe Economics Weekly

Is the Turkish lira turning a corner?

Turkish policymakers have this week been extolling the lira’s recent stability. And the surge in foreign capital inflows after March’s rate
hike suggests that there is a growing risk that the currency...
24th May 2024 · 8 mins read

Emerging Europe Economics Update
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Turkey: fiscal tightening an important step forwards

The fiscal tightening steps announced by Turkey’s finance ministry today, which include a freeze on most public sector construction
projects, will help to prevent the large budget deficit from...
13th May 2024 · 3 mins read

Emerging Markets Economics Update

“Turnaround EMs”: good start but plenty more to do

The policy shifts underway in Turkey, Nigeria, Argentina and Egypt have ticked a lot of the right boxes so far, but it will take years for
the full economic benefits to materialise and require...
24th April 2024 · 5 mins read

Global Markets Update

Risk premia on Turkish assets may stay low
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The risk premia on Turkish assets are now low relative to the past decade or so. We think that will remain the case over the coming
quarters, given the positive global risk-on attitude and the ongoing...
18th April 2024 · 6 mins read

Emerging Europe Economics Update

Turkey election: AKP defeat = good news for investors

The strong showing for the opposition in Turkey’s local elections on Sunday highlights the extent of voter frustration with high inflation
and we think that it should be interpreted as a positive for...
2nd April 2024 · 3 mins read
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Emerging Europe Economics Weekly

Tightening in Turkey, CNB holds onto its hawkishness

Pressures on Turkish policymakers are building ahead of the local elections on 31st March as capital inflows have slowed and FX
reserves are falling again. We doubt the central bank will hike interest...
15th March 2024 · 7 mins read

Emerging Europe Economics Update

Three key stories from Turkey's balance of payments

Turkey’s balance of payments figures for January showed that the current account deficit continued to narrow, but the drop in capital
inflows in recent months is a concern and it appears that this...
12th March 2024 · 3 mins read
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Emerging Europe Economics Weekly

Is Turkey’s economy getting the medicine it needs?

The unexpected re-acceleration in Turkish GDP growth in Q4 challenges the view that aggressive monetary tightening delivered over the
second half of last year is rebalancing the economy. If inflation...
1st March 2024 · 8 mins read

file:///app/web/publications/emerging-europe-economics-weekly/turkeys-economy-getting-medicine-it-needs
file:///app/web/publications/emerging-europe-economics-weekly/turkeys-economy-getting-medicine-it-needs
file:///app/web/publications/emerging-europe-economics-weekly/turkeys-economy-getting-medicine-it-needs
file:///app/web/publications/emerging-europe-economics-weekly/turkeys-economy-getting-medicine-it-needs
file:///app/web/publications/emerging-europe-economics-weekly/turkeys-economy-getting-medicine-it-needs
file:///app/web/publications/emerging-europe-economics-weekly/turkeys-economy-getting-medicine-it-needs
file:///app/web/publications/emerging-europe-economics-weekly/turkeys-economy-getting-medicine-it-needs
file:///app/web/publications/emerging-europe-economics-weekly/turkeys-economy-getting-medicine-it-needs
file:///app/web/publications/emerging-europe-economics-weekly/turkeys-economy-getting-medicine-it-needs
file:///app/web/publications/emerging-europe-economics-weekly/turkeys-economy-getting-medicine-it-needs
file:///app/web/publications/emerging-europe-economics-weekly/turkeys-economy-getting-medicine-it-needs
file:///app/web/publications/emerging-europe-economics-weekly/turkeys-economy-getting-medicine-it-needs
file:///app/web/publications/emerging-europe-economics-weekly/turkeys-economy-getting-medicine-it-needs
file:///app/web/publications/emerging-europe-economics-weekly/turkeys-economy-getting-medicine-it-needs
file:///app/web/publications/emerging-europe-economics-weekly/turkeys-economy-getting-medicine-it-needs
file:///app/web/publications/emerging-europe-economics-weekly/turkeys-economy-getting-medicine-it-needs
file:///app/web/publications/emerging-europe-economics-weekly/turkeys-economy-getting-medicine-it-needs
file:///app/web/publications/emerging-europe-economics-update/closer-look-rebound-turkeys-fx-reserves
file:///app/web/publications/emerging-europe-economics-update/closer-look-rebound-turkeys-fx-reserves
file:///app/web/publications/emerging-europe-economics-update/closer-look-rebound-turkeys-fx-reserves
file:///app/web/publications/emerging-europe-economics-update/closer-look-rebound-turkeys-fx-reserves
file:///app/web/publications/emerging-europe-economics-update/closer-look-rebound-turkeys-fx-reserves
file:///app/web/publications/emerging-europe-economics-update/closer-look-rebound-turkeys-fx-reserves
file:///app/web/publications/emerging-europe-economics-update/closer-look-rebound-turkeys-fx-reserves
file:///app/web/publications/emerging-europe-economics-update/closer-look-rebound-turkeys-fx-reserves


Emerging Europe Economics Update

A closer look at the rebound in Turkey’s FX reserves

Turkey’s gross international reserves have hit a record high recently which, on the face of it, suggests that the policy U-turn since May
has helped to diminish the country’s balance of payments...
14th December 2023 · 5 mins read

Emerging Europe Economics Update

Turkey’s policy shift: promising start, but a lot more to do

Turkey’s policy shift has ticked a lot of the right boxes so far and the central bank’s large rate hike this month will go a long way to
rebuilding confidence among investors. But there are still...
31st August 2023 · 4 mins read
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Emerging Europe Economics Update

Turkey needs a significant adjustment in the lira

Signs that newly re-elected Turkish president Erdogan is willing to move away from unorthodox economic policies has led to an increase
in investor optimism towards his country. These developments are...
7th June 2023 · 4 mins read
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Emerging Europe Economics Update

Turkey’s U-turn: action will speak louder than words

Optimism about a shift towards more orthodox economic policymaking in Turkey has taken hold following the appointment of Mehmet
Simsek to the cabinet this weekend. Recent developments look encouraging...
5th June 2023 · 4 mins read

Latest central bank, GDP and CPI analysis

Emerging Europe Rapid Response

Turkey Interest Rate Announcement (Nov.)

The communications accompanying the decision by the Turkish central bank to leave its policy rate unchanged again today, at 50.00%,
suggest that analysts’ expectations for an easing cycle to start in...
21st November 2024 · 2 mins read

Emerging Europe Rapid Response

Manufacturing PMIs (Nov.)

The PMIs fell deeper into contractionary territory in Poland and Czechia last month, adding to the disappointing run of activity data out
of Central Europe. In contrast, the PMIs rose in Turkey and...
2nd December 2024 · 2 mins read

Emerging Europe Rapid Response
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Turkey Consumer Prices (Nov.)
3rd December 2024 · 2 mins read

Key Turkey Forecasts

Main Economic & Market Forecasts

 
2021 2022 2023 2024 2025 2026 2027 – 31

GDP 11.4 5.5 4.5 3.8 2.3 3.5 2.8

Unemployment Rate (%) 12.0 10.5 9.4 8.8 9.3 8.5 8.3

CPI Inflation (Avg.) 19.6 72.3 53.9 57.0 27.8 20.0 12.5

CPI Inflation (End-Period) 36.1 64.3 64.8 41.0 23.0 17.5 9.5

             

General Gov’t Bal1), 2) -4.0 -1.1 -5.5 -5.5 -4.3 -3.8 -

General Gov’t Debt1) 41.8 30.8 28.9 27.5 28.8 32.0 -

Current Account1) -0.9 -5.1 -4.1 -2.5 -1.8 -1.3 -

             

1-week Repo Rate (End-Period) 14.00 9.00 42.50 50.00 33.00 26.00 12.00

10-year Bond Yield (End-Period) 23.10 9.90 23.70 25.00 20.00 20.00 12.50

TRY/USD (End-Period) 13.3 18.7 29.5 38.0 45.0 53.0 65.0

Sources: CEIC, Refinitiv, Capital Economics. 1) % of GDP. 2) IMF definition of government budget balance

Correct as of 6th June 2024

Details

| 5th February 2024
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